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AT&T to workout financial arrangements to protect its own revenue
streams Over a lenger period. Mr. Mauriello stated that revenue
sharing is a marketing package that was never accepted by any of
its customers. The concept was for AT:ET to become a partner in the
revenue streams provided Dby its equipment. Essentially, AT&T
offered its hardwvars and softwvare Lrss, vith the proviso that it
share in the revenues resulting froam that equipment and softwares.
Mr. Mauriello indicated that risk sharing was a large part of this
offering, but he resiterated that nobody accepted it.

Q7. The last paragzaph of Topor's February 8, 1990 letter
refears to Joe Mauriello and discusses Mr. Bo:cn;s recent lettears
and previous letters on the availability and cost of 5 ESS special
features. Are you familiar with any lcttirs prior to Novamber 1989
from Mr. Boren to .AT&T concerning the availability of five ESS
'spccia.l futﬁrs or with any other correspondence? *

A7. Mr. Mauriello was not familiar with any previous letters.

Mr. Mauriello stated in this response that the price reastructure

. bad to occur, not only because of BellSocuth but because of the

confusion in the previcus pricing plan. |
*® ® % ew

We next moved on to the April 1990 A'rﬁ'r presentation

which Mr. Majoros and Mr. Craig had seen in the offices of

Bellsouth. Mr. Craig aid not have a copy of that document because

it vas deemed proprietary by BallScuth, howaver, Mr. Mauriello was
requested to obtain a copy for the purposes of this intarview.

L PP Y -
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Q8. Ware the bullets identified as "BellSouth Issues" in the
April 1990 ATET presentation 2irst raised by BellSouth or ATE&I?

A8. Mr. Mauriellc indicatad <that typically AT:T is
presumptucus and creates issues. He stated that ATET created the
issues indicatsd as BellSocuth issues in the presentation. He
stated that it was a murketing ploy.

Q9. Specifically, why is too much cost going to ESSX
customers?

A9. Mr. Mauriello stated that this assumption was based upon
feedback from end-users (Customers of LEC's???) The end-users
could not buy the telephone companies' scrvie-s. (Centrex). Nr.
Mauriello stated that BellSouth never said anything to hinm about
profit regulation or PFCC expensing rules. Ve confirmed with Mr.
Mauriello that the corresspondence rmlating to this issue started
with BellSouth. ‘

Q10. The issues wers important to BellSouth as a regulated
company, how did ATET restructurs its prices to accommodate thase
concerns.

AlO0. Mr. Mauriello responded as follows:

1) The intent .and result of ths restructure vas as
explained in Item no. § of Mr. Topor's PFebruary 8, 1990 letter.

2) The intent wvas to rsalign cost to what that they
vare worth.

3) It vas not the intent to do market based pricing.
Also Mr. Mauriello indicated that Mr. Ward left the company as a
disgruntled employee and wvent to a competitor.
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Qll. How did AT&T make up the differance rasulting from the

price restructure?
All. Mr. Mauriello answered there was no net difference.

. (( Q12. Page 23 of the presentation that Don Craig and Mike

m;om sav at BellSouth contained an example which indicated that

_»(,o/ﬁ the price restructure resultad in an incrsase in ths average cost

of a BRCS1 Universal line and a decrsase in the average cost of an
ESSX line, however overall cost went down. Iz this a fair
representation of the price restructure?

Al2. Mr. Mauriello stated that he did not hlve these exanples
i.n his copy of the presentation, thersfors he c¢ould not respond to
the examples. Mr. Mauriello stated that Universal BRCS is
residential. He also indicated in the restructurs the original
four packages wers combined. Mr. Mauriello stated that h: wvould

‘not be able to justify shifting cost between services. Mx.

Mauriello asked us for copies of the exanples froa the presentation
we had seen in the offices of BellSouth. Mr. Craig indicated that
he would provide or attempt to have BellSouth provide those copies.
* ® ® o ® |
The next document we digcussed with Mr. Mauriello wvas his
June 12, 1990 letter to Mr. C.S. Boran.
- Q13. Does your letter fairly represant the price restructure?
Al3. Mr. Mauriello responded yes.
Qlé4. Are the restructured prices applicable to all custonmers
or just BellSouth?
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Al4. Mr. Mauriello responded yes. Restructurad prices are

applicable toc all customers.

Q15. Please explain the reference to the Realignment of S ESS
switch BRCS offerings in your letter.

AlS. Mr. Mauriello explained the four ERCS packages prior to
the restructure and the three BRCS packages subseguent to the
restructurs. Original: Four BRCS offerings: I, II, III and IV.
New: UNIVERSAL: All of BRCS I and some of BRCS II. CENTREX
(ESSX) ¢ Balance ©of BRCS 1II. Mr. Mauriello stated that the
customer ordering patterns referred to in his letter were
equivalent to national patterns. AT&T apparently has a national
datmic and tracks every cocffice for hardware and softwvare for each
office and customer ordering patterns.

Qli6. Is the price restructure reflectad in Contract No.
- PRE6700B? a

Al6. Mr. Mauriello was not certain but believes it to be trua.

Ql7. Is there anything else we snoﬁld know or understand about
the prics restructure?

Al7. Mr. Mauriellec wanted to maks it clear that the major
enphasis was to make it li.n.plct, not just here in the South but all
over. He believes that ATET answered a lot of BellScuth's ‘

concerns, but not all of thenm.
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Gene V. Colker
Genersi Attorney

March 10, 1994

Mr. Don Craig

Georgia Public Service Commission
244 Washington Streset

Atlanta, Georgia 30334

Dear Don:

Attached is a revised version of your notas
the Decamber 21, 1993, interview with Joe Maurisllo. Mr.
Mauriello has incorporated his comments in this revision.

a
I am still trying to establish a mutually
satisfactory time for Mr. Mauriello to ansver your follow
up questions. It may be sasier for you to contact hinm

direct at 573-7000. I will also continue to tIy to set
something up with Mr. Mauriello.

Please leat me Xnow if I can be of further mistg.ncc.

Sincerely,
Attachment }‘Z & . G Q :

cec: Joseph Mauriello
Dennis Pines )
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5) Did this regrouping and repricing result in the average
cost per line increasing for basic residential and basic
pusiness customers, while the average per line cost for
the competitive ESSX customers decTease?

6) Was there an overall decrease in initial and growth
software cost?

7) Did ATET remain whole by increasing the cests for
material capitalized?

Below is a summary of the questions that were asked of Mr.
Maurielle and his responses thersto.

Ql. Did, as a result of the AT&T price fust:uctu:c, total
hardware prices increase (for a typical filly equipped
switch module) while softwara prices decresased? If
ves, what? whers? demcnstrated in the April 1999
preasentation and vhat egquipment prices went up?

Al. Mr. Mauriello responded ves. Mr. Mauriello stated that
this wvas a naticnal price roll-ocut and that it had
nothing to do specifically with BellSouth. Mr.
Mauriello indicatsd that a national prics roll-out was
necessary to change the way ATET wvas doing business,
but that no pressurs f:un any single customer was
exerted upon ATET. Mr. Mauriello discussed the fact
that ﬁriar to this price restructure, thers weare two
separate product units with the AT&T switching
business, ons for the 1LAESS switch and another unit -
for the 5ESS switzh. He indicated that they were going
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about their business ssparately and pricing similar products

differently. The market place impact nseded to be addrassed.

Q2. Did the price rastructurs result in a change in the
mix of capital and expense dollar prices for a SESS
switch with expense decrsasing and capital increasing,
but the average bottom line switch system price remain
consistant with the previcus price plan?

A2. Mr. Mauriello stated yes. There was a change in the
mix, but the total) price did not go up or down. (He
emphasized that wvas the intant and that was the rssult
of the price restructure in :.spcnsi to Question 10.)
Mr. Maurielle indicatad that this was a Zavanua heutral
prics restoucturs. Mr. Mauriellec was asked the
meanings of the words “"capital® and "expensa” from his
viewpoint. He statsd that capital was eguivalent to
hardwvare and operating software in the SESS switch and
that expense vas eguivalent to all other scftwars for
the SESS switch. Finally, Mr. Mauriello indicated that
what ATET wvas after was to be paid for its switch no /
mattar how the payment is split between capital or
expeanse.

Q3. Is it ATET's policy to prics SISS features based upon
their dnvnlopahnt cost and value added?

A3. Mr. Mauriello statsd yes. He indicated that ATET would
not price any featurss below cost because he believes

that is illegal.
Q4. How could it be that the rsst-uctured pricss wers




based upon cost after ths rast-ucture if they were based
upeon cost prior to the rastructure and the restructure
was in fact revenue neutral?

A4. Mr. Mauriello indicated that ATET always covered its
costs in aggrsgate. He statsd that prior to the re-
structure, ATET managed its business on a product
management group basis. Por switching, thers wears two

! indspendent development groups: hardware and software.

Tach group had unique cost st-ucture and the development

groups are unified as business units.

Q@S. Why wvas this done and hovw does it relate to cost?
A5. Ths restructure was an atteampt to more closely align

SESS switeh pricing with the marketplace, as vell as

simplifying the price ylah for ocur customars.

e g,

Q6. Could you explain the concspt of Revenue Sharing as
used in Mr. Topor's February 8, 1990 letter?

A6. Mr. Mauriello respondsd again, that this prices
Tastructure was a natiocnal offering and that ATET had
discussed revenue sharing with all of its customers. It
.was the desire of ATET to workout financial arrangements
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to protect its own rsvenue streams over a longer pi:iad.
Mr. Mauriello stated that rsvenue sharing is a marketing
concapt that was never acceptad by any of his customers.
The concept was for ATLT to become a partner in the
revenue streams provided by its egquipment. Essentially,
ATST offered its hardware and software at minimal
initial prics with the provision that it share in the
revenues resulting from that eguipment and scftware.

Mr. Mauriello indicated that risk sharing was a large
part of this offering, but he reiterated that none
accsptad it. .

Q7. The last paragraph of Tcopor's February 8, 1990 letter
rafars to Joe Mauriello and discusses Mr. Baren's
recent lettars and previocus lettars on the avnil:hility
and cost of SESS special features. Are you familiar
with any letters prior to November, 1989 from Mr. Borsn
€0 ATET concerning the availability of SESS special
features or with any cthar corraspondence?

A7. Mr. Mauriello wvas not familiar with any prcviaui
lettars. Mr. Mauriello statad in this rssponse that the-
prics rsstructure had to occur, not only because of
ATE&T's need to addrass the marketplace, but because of
the confusion in the previcus pricing plan.

* b * 2 0N *

We next moved on to the April, 1990 ATET preseantation which
Mr. Mjoros and Mr. Craig had seen in the offices of BellSouth.
Mr. Craig did not have a copy of that document because it wvas
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deamed proprietary by BellSocuth;; however, Mr Mauriellc was

requastad to cbtain a copy for the purposes of this interview.

Q8. Were the bullets identified as "BellSouth Issues” in the
April, 1990 ATiT preseantation first raisad by Bellsouth
er ATEI?

A8. Mr. Mauriello indicated that typically AT&T attampts to
identify customers concerns and needs as a normal course

i of business. He stated that it was typical marketing

activity. '

Q9. Specifically, why is too much cost geing to ESSX
custoners?

A9. ESSX pricing is a function of BellSouth, not ATET.
ATET sells its products to its customers, not end

® a—

users.

Q10. The issues wears important to BellSouth as a rsgdlatsd
company, how did AT&T rsstructurs its prices to
accoxmodate these concerns?

Al0. Mr. Mauriello respondsd as follows:

1) The intant was to realign the offerings

to what customers wvers purchasing & vanted.

2) It was our intant to do market based pricing,
basing prics on cost and value to the customer.
Also Mr. Mauriello indicated that Mr. Ward left
the company and went to a competitor.

. .
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Qli. How did ATET make ép the differencs resulting from
the price restructure?

All. Mr. Mauriallo answered there was no net difference

Ql2. Page 23 of the presentation that Don Craig and Mike
Mojors saw at BellScuth contained an example which
indicatad that the price restructure rssulted in an
increase in the average cost of a BRCS1 Universal
line and a decresase in ths average cost of an ESSX
line, howaver, overall cost went down. Is this a
fair representation of the price resstructure?

Al2. Mr. Mauriello stated that he did'ﬁot have thase
exanples in his copy of the presentation, tharefore,
he could not respand to the examples. Mr. Mauriello
statad that.Univnzsal BRCS is intended to serve
residential custcmers. He also indicated in‘the
Testructure the original four packages wvers
combined. Mr. Mauriello asked us for copies of the
exanples from the presantation wve had seen in thas
offices of BellSouth. Mr. Craig indicated that he
would provide or attempt to have BellSouth provide
these copies. |

* * ® N
The next documant we discussed with Mr. Mauriello was his
June 12, 1990 lettar to Mr. . S. Beren.
Q13. Does your letter fairly repreasent the prices .
rastzucture? '
Al3. Mr. Mauriello responded yves

ANmantie ™ - N4



. MRR-I2-1994  15:%2

Ql4.

Qis.

AlS.

4 Qi7.

Al7.
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Are the restructursd prices applicable to all
customers or just BellSouth?
Mr. Mauriellec rasponded ves. Restructured prices
applicable to all customers.

Please explain the reference to the Realignment

of SESS switch BRCS offarings in your lettar.

Mr. Mauriello explained the four BRCS packagaes
prior to the rsstructure and the thrae BRCS
packages subsaguent to the restxucture. Original:
Four BRCS offerings: I, II, III and IV. Rew:
UNIVERSAL: All of BRCS I and soma of BRCS II.
CENTREX (ESSX): Balancs of BRCS II and part of
BRCS II: The Balance of BRCS III and BRCS IV.

Mr. Mauriello statad that the customer ardaring
pattarns referTed to in his letter wvere equivalent
t0 national patterns. AT:ET apparently has a
naticnal database and tracks every office for
hazrdvare and softwars for each office and customer
ordering pattarns.

Is the price restructure reflectad in Contract

No. PRE700B?

Mr. Mauriello was not csrtain, but beliesves it to
be trus.

Is theres anytiing else wa should know or und-:stfnd
about the price rastructure? '

Mr. Mauriello wanted to make it clear that the
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major emphasis was to make SESS pricing simpler, not just
in the South, but all over. It vas alsc our intent to more
closaly align pricing with the marketplace to address the

needs of all of our customers.

_ - ™vaL B s
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SARBER WILLIAM 4. DOVER
OURDEN EXECUTIVE DIRECTOR
€. IB0BY) PAFRORD : TURRI M. LYNDALL
A. (DOBSY) ROWAN T 4 EXECUTIVE SECRITARY

Geargia Public Herhice qmm
ATLANTA, GEORGIA 30334-5701

.FM21.199‘

Tharks for your phone call today. mnqmqmuform.
Maurieiic. These questions reiats to the 40 page AT&T presentation reviewsd by us at
Southem Ball. Hopefully & copy of the same pressntation is in Mr. Maurielio's hands,

| underatand your secretary wil Tansmit the questions t0 Mr. Maurielic this week and you
will call me on Fricay. ,

Sincerely,
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Additional Quastions for Mr, Maurelic

s.mzommzmmmmmhmmmmm
December 21, 1983 interview with Mr. Joseph Maurisiic. Mr. Maurielic was unable to
snswer Certain questions becsuse his copy of AT AT&T's April 1990 pressntstion does nat
have certain peges.

Michels Young (Southern Bell Telephone) sert a copy Pf the ATAT presentation in its
ertirety o AT&T Attomey Gene Coker. The copy sent the work copy being used by
Mr. Craig and Mr. Majoros in their review of this ares. [} contained several hancdwritien
notes <! either Majoros or Craig end each page was numbered in the lower right hand
comer. There were 40 pages in total.

1.  Pags 11 of AT&T's presentation I8 titled “Price - BRCS Savings.” It
comtaing an example which demonetrates that the Restructure resuited In an
ingrasse in the average cost of 8 BRCS | - Lins. This is shown by
comparing the ameunt wm Prlcng' Ii-to *Restructurs
nerease

2 BRCSINBRCSUMmemRmI-mmm
damonstrates an increase 1o residential software

3. Puge 11 CtATET exampile aiso Shows & decrease

m‘"ﬁ@ﬂ?

11mmmmancsmmmm‘o-
cost for residential went up by SJIJIB Was this the intent and
the price restruciure? -

{ &  Tumto Puge 33 of AT&T's presentaion - titled *Price Restructure Study - GDX LU
Price Comparison.” mwmmnmwummmm

6. Tumanns&.deDXLh.Ur& Does this Semonstrats that the prics of a
LU frame went down but the price of a Line Cardjwent up?

7. Are Ling Units and Line Cards considersc t© be non traffic sensitive costs?

8. Tum to Page 35 of AT&T S presentation ttied “Hardware and Software prices.® Is
the first Senefit of the price restructure that it “Redlices Impact of traffic senstivity

ES8X or CENTREX Software.
cost for BRCS Il and BRCS
w-dmmraacs

4,

on growth pisn™?

$. Doss that mean that the price resTucture shifted fraffic sensitive growth costs to
non treffic sensitive costs?

10. Tum 0 Page 3 of ATET'S n' it shows

softwars Sosts dropping from @h SE7. itthe
price restruciure was revenue were decraases picked up by non
mﬁmm.g Line Units and Line Carcia?
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3 C;' ‘ . 38M68 Soumem Beil Center
€75 west Peacruee Sweet. NE
Asarva, Georgia 30378

April 22, 1994

Mika Majoros
Vice President
Snavely & King
1220 L. 8St. N.W.

Washington, D.C. 20005

VIA FACSINILE

Re: SBT's Responss to the 25th Data Regquest-Set

Dear Mike: ' ' '

At Den Craig’s request, attachad are the 's nen-propris
responses to itams #136 and 137. (As ym recall, our ini

responsaes, including the -attachmants, ares ccnsidared proprietary and
w-:..-:.t mnfd-liv‘rod Zor your raview :‘h.rtu your last sil t to Campany
BT S8 . : .

- All audit-related propristary information will be available for review
(  in room 531 at SBC until April 30. After this date, ropristary
res es, including those related to items 136 and 137, can be made
available for your review at s mutually agreeable time and placds.

As always, thank you for your cocperatiomn. .

404~-529-8512
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J8M8E Southern Bad Canter
€75 was: Peagntzee Strest. NE
Amanta. Georgsa 30376

April 22, 1994

Audit Manager
Gaorgia Public Service Commission

344 Washington 3t. SW
Atlanta, GA 30334

FACSIMILE
Re: SBT's Rasponse to tha 25th Data m.g-s.t
Dear Mike: '

t. our reguest, attached are Southern Bell's non- ietary pons
I:.m $#136 and 137. (As you will recall, our “’3‘.’1 mpo:s.:u, «

includin the attachmants, ara considarsd p:up: tary and were '

hn::l-dcl w)nrod for your review during mr last visit to Company

pr 388 .

All audit-relatad proprie informaticn will be availabl

in room 531 at SBC until April 30. After this dnf.:, m:.:::yrwm
responses, including those relatsd to items 136 and 137, can be made
available for your review at a mutually agreeable time and place.

As always, thank you for your cocperatieon.

Tpel

404-529-8512
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Southern Bell Teld & Tslegraph Co.
Gecrgia PSC Audit st
Item No. 136

25th Data Request (SUPPLEMENT
April 22, 199% '
Page 1 cf 1

The subject of this rsqusst is ths 1991 AT&?T price
restructurs.

a) What impact did the price restructura have upon
line card prices?

The Company'’'s rasponse tO this itam is considared
propristary but will be made available for review, at a
nutually agreeable time and placs, pursuant to the
terms and conditions of the audit protective agresemesant
between and among the parties. N

This information constitutes financial data that
reflacts vendor-specific pricing gggatiatod by Southa:n
Bell. Public disclosure of this ormation would
impair Southern Bell’s ability to contract for goods
and/or sarvices on favorable tasms. In addition, AT:T
aay indspendently assert that lic disclosure of this
information could impair the abllity of AT&T, which is
not a party to this audit nor its protective agresamant,
to fairly compets in the markstplace for goods and
sarvices it provides to other petsntial purchasers. ¢

TION PROVIDED RY: Stsve Manion

Project Manager
675 W. Peachtree l‘t., u.E.
Atlanta, GA 30378
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Southarn Bell 7Ts e & Telegraph Co.
Gaorgia P?gvandzt’ggggcst

Itam NO. :

25¢th Data Reguest (SUPPLEMENT)

Page 1 of 2

The subject of this data request is the cost cf line
cards as they reslate to the cost of a basic rasidence

and basic business tslephone linas.

a) Please confirm that the has prepared, from
time tc tima, surrogate cost studias to estimate
t?;‘ccut of a basic residends and basic business
1 . .

b) Please confirm that the cost studies discussed in
a) above, reflect the Company’s assumption that
there ars three cost causative factors which. drive
the cost of a basic business and residencs line:
1) local loop, 2) switch usags, and 3)  non-traffic

. sensitive cost.

¢} Please provide a copy of at leaast cone surrogats
cost study preparsd by ths ) which clearly
shows thes three cost causers discussed in b) abova.
Also, plsase indicats who rsquestad the initial
study. .

d) Reg ths surrogats Cost study resquested in ¢)
above, pileass axplain and damonstrats g:.eiscly how
the 1§91 AT&T price restrusturs would have impacted
tha cost study.

The information being requasted is propristary.
Bowever, it will be made avallable 2n:p:¢v1¢w, on

gg-p.ay premises at a mutually agresable time and
ace. '

rhi: information :en;gituta:aiiéaacial d::: :;n:
reflects vendor-specific negotia

Sguthern Bell. Publie digzlnlug- e this
information could impair Southern Bell’s ability to
contract for goads and/or services on favorable
terms. In addition, AT&T ::I independently assart
that public disclosurs of s information could
also atffect the abilifi of ATLT to compets in the
marketplace for the sale vf its goods and servicas
to other potential purchasefs.
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Further, this information reflects measures of
s°“th:f§;'.ll" costs of pr::::::i certain .
compe ve ar tentially tiva sarvices.
If disclosed icly, such information could
provide a competitive advantage to Scuthern Bell's
tors and, consegquently, impair Southerm
Ball’'s ability to market its goods and services.

f INFORMATION PROVIDED BY: Steve Manion

Project Manager
675 W. Pesachtres 8t., N.BE.
Atlanta, GA 30338

-
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COMMISSIONENS:

7 moBERT 8. (BOBBY) BAKER, JR., CHAIRMAN Lirat 2. BOVE
MAC BARSER . oRECTOr
ol TERRI M. LYNDAL
ROGERT C. (BORBY: PABFORD . AL
ROBEAT A. (BOBBY) ROWAN . m.

Georgia Public Serbice Comumigsion
284 WASHINGTON STRELT, SW
ATLANTA, GEORGIA 30334-5701
#04)8885-4801 OR 119001282-8813
TRANSMITTAL NO. ._32 -
~May 17, 1984
DATE - A4S
Aasistart vice Presicent ) Maunee wa g .
35 Penmater Genter West, Sults 357 . Comm ENT
125 Perimeter est,
Atianta, Georgia 30345 Fo~ 19“26%) 15 Arrach.
/1/0 L"‘ (z P Crert $
Desr Mr. Hamby: A (s e G
Encicsed sre Waksrm for audit ﬂru’ng(:) Number 7-1thni 74,20, 211 .
‘ = The workshests include the findings,

is provided for audites comments. Write in this area or on attached pages, the alidites's
reaction to the findings, causes and recommenced corrective action. Please have each
person responding to the finding(s) sign the form or page(s) containing their statsment.

|mmammmmmmmmmmwmd
this trangmittal. Please provide two complete sets 10 me in Room 267 at the above

?ambw,dhuﬂ“mpm,a“oﬁhnwd&mhmmw

Plesse sign and date the attached acknowisdgement staternent and return to me.
#f you have any questions about this transmittal, cortact me at 856-4548.

very truly,
— ™M &ﬁz J
Don Craig
Audiit Manager
ATTACHMENT(S)
DC:DP

'
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Dennis 5. Pines
Semor Alorney

June 14, 1994

Mr. Don Craig

Audit Manager o
Gecrgia Public Service Commission
244 Washington Street, S.W.
‘Atlanta, GA 30334-5701

Re: Iransmitsal No, 32

Dear Mr. Craig:

ATAT is in receipt of your audit Finding Worksheet
No. 24, which suggasts that ATiT's 1990 restructurs of its

hardwvare and softwars prices for ATET's SESS® sSwitch
System vas specifically directed to concerns axpressed by
BellSouth Telecommunications Corporation. This is
directly contrary to the information provided to you by
AT&T's Switching Systems Business Unit. - .

Frankly, wve are offended by the inference that
BellSouth and AT&T wers in collusion to restructure 5ESS
Switch System prices to disadvantage consuners.

I am including an Affidavit from Richard F. Neri,
Manager, Bids and Pricing, which states that the 1990
price restructure was national in scope and not directed
to any single customer, including BellSouth
Telecomnmunications Corporation. The same information was
communicated to you repeatedly on at least three separats
occasions which included several hours of interviews with
reprasantatives of AT&T Network Systems.

.. We bealieve that your Audit Pinding No. 24 needs to be
modified to elininate the unsupported suggestion that the
1990 price restructure was "specifically dirscted to .
concerns exprassed to AT&T Network Systems by BellSouth
Services Property and Services Management" or any
inferences that BellSouth and AT&T ware in collusion to
restructure prices to disadvantage consumers. The
attached Affidavit establishes that any conclusions to the
contrary based upon your interpretation of the
corraspondence and April 1990 presentation between
BallSouth and AT&T are unfounded.

-,
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Mr. Don Craig
Page 2
June 14, 1994

Finally, any suggestion that AT:T implementsd the
1990 price restructurs for BellSouth is simply contrary to
the established fact that the 1990 price resstructure was
implemented on a nationwide basis.

Very truly yours,

@oﬂ/aé’f/?%

Dennis S. Pines
Enc.

cc: (w/enc.)
Chairsan Robeart Baker, Jr.
Commrs. Mac Barber
Bab Durden
Robert Patford
Robert Rowan

Appendix F - 96



W PO e WA v ) 0 36l 8 Y e adil o bl S

AFFIDAVIT

sState of Illinois:

County of DuPage:

I, Richard F. Neri, first being duly cautioned and
sworn, make this Affidavit from my own personal knowledge:

1. I was the Manager, Bids and Pricing for ATET's SESS®
switch systams from 1988 through 1991 and in such capacity
wvas respansible for implementing pricing decisions and
pricing policy for the SESS Switch Systen.

2. The 1990 restructure of bardwvare and software prices for
the SESS Switch Systeam wvas implemented in response to
competitive pressures in the market for switching systems
and changing market conditions.

3. AT&T conducted market research and analysis to determine
whether its pricing of hardware and software for the 5ISS
Switch System nesded to be modified. After analyzing this
markxet research information, ATET detarmined that it should
restructure its hardwvare and software prices for the SESS
Switch System. :

4. The 1990 price restructure vas implemented on a a
nationwide basis, egually affecting all of AT&T's SESS
Switch System customers and was not inplemented in response
to any rsquest by a single customer, including BellSocuth
Telecompunications Corporation.

FURTHER AFFIANT SAYETH NAUGHT:

rd T. 131
state of Illinois:
County of DuPage:

Signed and sworn to before me on June 8, 1994 by
Richard F. Neri.

OFFIGIAL SEAL

JOYCE A STIOHN
NOTARY PUSLIC STATE OF IL
LMY COMMNBSION EXP. Mak 23199
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ANALYSIS OF BSSI CPE EQUITY & NOI

ASSIGNED TO GEORGIA
(S000)
TOTAL
1908 1988 1980 1091 1900-1901

A TOTAL B88! EQUITY (END OF YEAR, INC. BSP) (JWC-800) 929048 190,484 179,421 198,306 ST7. 2K

EQUITY:
8. BSSI EQUITY (AVERAGE EXCLUDING BSP) (JWC-88) 93,048 108,045 192,100 183,572 ST B2
C. RATE BASE ADJUSTMENT TO GEORGIA (BURVEILLANCE REPORT) 10.328 20,531 20,000 50,945
D. % EQUITY TO GEORGIA {D=CB) .00% 10.00% 10.94% 10.490

NET OPERATING INCOME
E. TOTAL BSSI NOI (EXCLUDING BSP & REFUND) (P.3) 2508 21547 ‘ 20,240 74,3t
F. NOI ADJSTMENT TO GEORGIA (SURVEILLANCE REPORT) 3.5% 2,302 .31 8.17.
G. % NOI TO GEORGIA (GoFE) 10.05% 10.08% 1.5 100

1908 1980 17901

EQUITY INCLUDED IN GEORGIA'S SURVEILLANCE REPORT'S RATE BASE ADJUSTMENT
H. BSSI RATE BASE ADJUSTMENT TO SURVEILLANCE REPORT (Line C) 19.528 20,539 20,080 50.94
I. CPE EGUITY INCLUDED IN RATE BASE ADJUSTMENT (PAGE 4G * D) 5,731 6,845 . 8875 19,15

NOI INCLUDED IN GEORGIA'S SURVEILLANCE REPORT'S ADJUSTMENT
J. BSS! NOI (EXCLUDING BSP & REFUND) ADJUSTMENT IN SURVEILLANCE REPORT 3.5% . 2302 23 817
K. CPE PORTION OF NOI ADJUSTMENT (P4.H* G) oy 19 181 2

RETURN ON EQUITY
L. TOTAL GEORGIA B38| ADJUSTED RETURN ON EQUITY (JMH) 79N 112% 1.7% 138
M. CPE GEORGIA BSSI RETURN ON EQUITY  0W1) (X, 3 3.0% 22% o
N. RETURN EXCLUDING CPE  ((J-/H-)) 24% 15.0% 16.0% ! 1

' NOTE: THE GEORGIA RETURN ON EQUITY (ROE) RATIOS ON THIS PAGE ARE DIFFERENT THAN THE TOTAL BSS! ROE RATIOS ON PAGE 4 DUE TO THE
REQUIREMENT TO ESTIMATE THE PORTION OF THE CPE OPERATIONS THAT WERE ALLOCATED TO GEORGIA. ALTHOUGH THE RATIOS ARE
SLIGHTLY DIFFERENT, THE CONCLUSIONS ARE THE SAME. THE CPE OPERATION EARNED SIGNIFICANTLY LESS THAN NON-CPE OPERATIONS.
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